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Budget Resolutions 


1. Council presided on the 24 March 2010 resolved the following in compliance of circular 51 and 
Section 16(2) of the MFMA: 

1.1. Operating revenue by source reflected in Schedule A1 

1.2. Operating expenditure by vote reflected in schedule A1 

1.3. Capital expenditure by vote and associated funding reflected in schedule A1 

1.4. Capital funding by sourced in schedule A1 

1.5. Multi yearcapital projections by vote 

1.6. All rates and tariffs for services provided by the municipality 

1.7. Amendments to all budget related polices 

1.8. All supporting schedules, tables, chartsand annexures; 

be approved as appropriated for the budget year 2010/2011; and indicative for the two 
projected outeryears 2011/2012 and 2012/2013. 

2. Council resolvesthat the increment of 5. 7% for 2010/ 11, 6.2% for 2011/ 12 and 5.9%for2012/13 
on property rates, otherta riffs and charges reflected in Budget statement a re approved for 
the annual budget foryear2010/2011. 

3. Council resolves that the measurable performance objectives for revenue reflected in 
reconciliation of IDP are approved for the budget year 2010/2011. 

4. Council resolves to adopt the revised Integrated Development Plan for 2010/2011 financial 
year. 


Approved By: 


Cllr. LJiyose Date 

Mayor 


SPEEC H BY THE M AYO R O F ENG C O BO M UN 1C IPAUIY, C O UNC ILLO R LAM LA J lYO SE, O N TABUNG O F 

THE BUDG ET ATTHE M UN 1C IPAL C O UNC IL C HAM BER 



24 MARCH 2010 


Ihe speakerof the council, the chief whip, the members of the mayoral committee, leadeisof all 
political parties, fellow councilors, the acting municipal manager, managersand officials, 
membersof the community, distinguished guests la dies and gentlemen I greetyou todayon the 
yearnot only South Africa but the entire Africa will experience the coming of the world cup to its 
soil. 

Introduction 

Local government is a bout service to the people. It is however important that the workdone ata 
local level can only be significantly yield results if we ensure that the different spheres of 
government CO Ha bo rate and workwith one anotheraschapterS of the constitution speaksof 
these spheresas interdependent and interrelated. 

We remain aware thatthe debate about the value and the efficiencies of local government will 
nevercome to an end, we have a responsibility to demonstrate thatthe local government hasto 
make a difference where it matters most. 

Based on the strategic objectives, the municipality strives to efficiently, effectively and 
economically to provide of quality basic servicesand infrastructure, provide highereconomic 
growth and development, to fight poverty, build clean healthy safe and sustainable communities, 
to promote good corporate governance and financial viability. 


Medium capacity municipalities such asEngcobo Local Municipality were required to comply 
with the budgetary provisions of the Municipal Finance Management Act56of 2003. 

Ihisdocument is therefore the second high level budgetthat isdeveloped to comply with the 
said Act.lhe formatofthe budget hasbeen stipulated in Circular48of NationalTreasury 
Guidelines. This cine ularstates Votes, Sub Votes, GFS functions and Standard Itemsasthe most 
appropriate way to report in accordance with the international standardsof reporting. Our 
Budget Treasury Office staff hasspent many hours preparing thisdocumentthat will make this 
Council proud and also introduce a new process to enhance sound financial management in this 
municipality. 

MHVIA REFORM PROCESS 

The MFMA broughtabout majorchangesto municipal financial management in South Africa. 

To align the Council’s structure with the MFMA the following policies were developed and also 
implemented: 

• SupplyChain Management Structure including delegationsand the terms of reference of 
the various committees; 

• Fixed AssetManagementpolicycompliantwith GAMAP/GRAR 

• Financial Policy including budget approval, credit control and indigent support, cash 
management and investments, rates and tariffs; 

• Fraud Prevention Policy. 

• Debt collection and credit control policy. 

• Rates and tariff policy 


The Council is required to convert our annua I financial statements to comply with Genetal 
Recognized Accounting Racticesin the 2008/2009 financial yea rand thisisa majorproject. 



MUNICIPAL SERVICES 


Ihe Accounting Officerdealtthe various aspects that influence service delivery both positively 
and negatively. 

I mustemphasize thatfinancial constraints in the budget isof seriousconcem which is further 
influenced by the low level of economic activity in the municipality a sit is not favorably positioned 
to absorb the impact of the local fallout from the global economic crisis. Ihis needs us to critically 
strive to balance ourspending with the revenue we receive. 

Our population of 148,719 people is spread over 2,258 hectares in some 322 villages. 

Service delivery is thereto re exceptionally difficult and costly to achieve. It isestimated thatthe 
cost to provide service at RDP levels by 2014 will a mount to a half billion rand. 

SERVIC E DEUVEPnr & BUDG EriMPlEMENIAllON PLAN 

Afterthe adoption of thisannual budget, ouradministration will immediately respond by 
preparing the SDBIP’sand linking the budgetto the Performance Management System to comply 
with legislation. A summary of each functional SDBIP within each directorate isprovided in the 
following pagesshowing the information setout in MFMA Circularl3 underthe section "Formatof 
De p a rtme nta I SDBIPs" : 

• Purpose (outcomes); 

• Service delivery description (outputs); 

• Resources utilised (inputs); 

• Inputs to detailed sectorcapital plans; and 

Ihe link between performance measures in the SDBIP and performance contracts 


CONCLUaON 

Kindly allow me to convey my appreciation to the Accounting Officer and his staff for long hours and 
hard work that they have invested in this budget collecting and consolidating data, analyzing it to 
ensure maximum linkage with the IDP and the general economic trends. Ihe ir dedication is sincerely 
appreciated. 

We have been elected by ourcommunity to deliverthe servicesthatthey so urgently need, to 
develop a sound and effective administration and generally commit ourselves to the promises made 
during the election campaign. 


Ihe Budget 


Executive SUmmaiy 


Ihe Municipal Finance Management Act (MFMA) and the related Circulars that have been 
distributed bythe National Treasury require thatthe Mayortable a three yearmedium term 
budget strategy and expenditure framework to the Engcobo Municipal Council bythe end of 
March forthe financial year beg inning J uly 1, 2010 and ending J une 30. 






Ihe tabled budget is to be taken out to the public for consultation and then with all revisions be 
brought backto the entire municipal council forapproval before the beginning of the new 
financial yearas required in the MFMA. This final budgetto be brought backto council will 
incorporate any of the submissions and changes that are deemed required by the Mayor. 

Most of the requirements of the MFMA concerning the budget content and documentation are in 
place forthis budget processand were incorporated into this budget document. Major 
requirements of the MFMA include: 1) the budget must set out 'realistically anticipated revenues’ 
for the year by each revenue source; 2) the budget must be generally divided between capital 
and operating expenditures and each must be set out by 'vote'; 3) expenditures can only be 
funded by 'realistic' revenues, surpluscash carried forward and notcommitted to any other 
expenditure orbomowed funds (borrowed fundscan only be used to fund capital projects). Ihere 
are many otherformat requirements forthe budgetthat are too numerousto mention here, 
however, a complete listing can be found in section 17 of the MFMA. 

Ihe preparation of thisbudgetdocument evolved the making of critical policy decisions and key 
strategiesand policy directio ns that were given bythe Mayoral Committee overthe past months. 
In August of 2009 the Mayoral committee approved a set of assumptions and fore casts that were 
then used to prepare 'baseline' budgets. Ihese 'baseline' budgetsformed the basis foroperating 
bud get discussions and these were given to the Directors to review and revise within given 
guidelines. Ihese revised baseline budgets returned bythe directors then formed the basisforthe 
draft budgetthat was built upon the key assumptions and decisions (see section 10 fora 
disc ussio n of budget a ssump tio ns) . 

Ihe budget and financial policies used to develop this budget are focused on making Engcobo 
financially sustainable in the long run. One ofthe biggest c ha lie nges facing the municipality in 
the nearfuture is maintaining an operating yearend cash balance to allow forpositive operating 
cash flowsand unexpected contingencies. We must notonly have sufficient cash available to 
payallthe creditors that we owe asrequired bythe MFMA butalso to allowfora cash reserve to 
even out sporadic cash flowsduring the operating year. We have worked diligently toward this 
goal overthe past few yearsand have finally reached the point where we anticipate beginning 
the next financial yearwith enough cash to pay ourcreditorsand still maintain some level of cash 
reserves. 

Aspresented, the Budget for 2010/ 11 balances expenditures with revenuesand available cash 
balancesasrequired bythe MFMA. In addition, we anticipate moving toward ourgoal of 
maintaining an operating cash reserve of 30 days. 

In preparing the budget many issuesemerged that had to be taken into account. Several 
assumptions were utilized to produce estimates and forecasts. In addition, many policy decisions 
were incorporated into thisbudgetdocument. Ihe following list attempts to give the most 
significant of these. 


Opeiatinq Revenues 

• Revenuesare shown on a 'billed' (oraccrual) basiswhere applicable. In many 
cases revenue billed is much higherthan cash actually collected on that billing. 
Ihe council has not yet considered the writing off ofthe bad debts. 

• Ratesand tarifisin mostcasescontain proposed increases. A detailed listing and 
explanation of these is included in thisdocument (see appendixA). To summarize 
these recommended increases: 

o Rates 5.7% increase 


o Refuse Collection 5.7%increase 



o Water & Sanitation 5.7% increase 


Opetatinq Expendituies 

0 Employee salaries and related expensesare increased by the level indicated 
by correspondence from SALGA. This a mount to a 13% inc tease in 2010/11. 
Council salaries a re also budgeted to increase this same amount. In addition, 
all positions a re budgeted to be filled forthe entire year except where contract 
workersare used in the place of a vacancy. In Rand termsthe salary and 
allowance related budget increased by almost R2 Million over the adopted 
budget in the current 2010/11 budget. Thisisdue to the inc remental element of 
the salariesand additional postscatered forthe budget and treasury office. 

0 No amount is included in the operating budgetforthe purchase of small 
equipment and machinery. 

Capital Budget 

The capital budget reflected in thisdocument utilizes actually anticipated revenues, cash forward 
and borrowingsto fund the budgeted expend itures of 54>8 million. Majoritems include the 
allocation of almost R52.9Million in conditional capital grantsand allocated to the municipality. A 
complete listing is included within the budget document. 

Other items in the opetatinq budget 

Included in the appendix isa separate listing of various conditional grants/otherfunded itemsand 
prog rams included within the operating budget. Mostofthese items (amounting to some Rl,9 
Million) are funded by conditional gra ntsthatspecify exactly whatthe money can be expended 
on. 

Ihe budget as presented in thisdocument meetsthe requirements of the MFMA and ispresented 
to Council forconsideration and review. 

Aswith any such endeavour, preparation of thisdocument required the participation and time of 
many individuals. Appreciation and thanksare expressed to all those involved in making this 
possible. 

Ihe table and chartsbelow show the percentage makeup of the revenue and expend ituresfor 
the 2009/10 Engcobo Budget. 

Ihese budgetschedulesare to be approved by resolution of Council and are contained in the 
annexed spreadsheets: 


supporting Documentation 

Section 17(3) ofthe MFMA requires certain documents mustaccompany the budget. 


Budget Roc ess Overview 


Ihe following schedule wasadopted by the Council in August 2006 and wasfollowed in 
the preparation ofthe 2007/08 medium term budget document. 

Engcobo Municipality 

2010/11 August 

KEY DEADUNESFORIDP BUDGETPREPARATION 
SCHEDULE 






Item description 

Due Date 

ResponsibI 
e Person 

PHASES 

J uly and August 2009 



PRE-PLANING 

Review the 2009/10 IDP/ Budget Process 

1-31 July 

CFO/MYEK 

0 


Establish process and timetable for the 
2010/11 to 2012/13 Budget 

Development. 

19-August-09 

M a yo r, 

CFO 






COUNCIL MEETING: IDP/Budget 

Schedule to be tabled to the Council 

20-Aug-09 

MAYOR 


2008/09 Financial Statements submitted 
to Auditor-General 

31-Aug-09 

CFO 


September- October2009 



Analysis 

MAYORALV BUDG ETSTEERING 

COMMITTEE MEETING: Mayoral 
committee to meet and identify 
strategies and guide lines for the 
development of the 2010/ 11 to 20011/12 
Budgets. Committee should adopt the 
'Budget Preparation and Financial 
Guidelines' proposed. 

Present process plan to IGR METTTNG 

06-Sep-09 

08 September 

09 

CFO 


MAYORAL/ STEERING COMMITTEE 
MEETING: - review progress and budget 
assumptions 

IDP/Budget Rep forum meeting 

IDP/Budget road shows 

08- Sep-09 

09 September 
2009 

CFO 

MAYOR 



14-18 

Septembe 09 


MEETING WITH DIRECTORS AND 
MANAGERS: Directorates to be provided 
with the current Baseline Operating 
Medium Term Expenditure Forecasts 
(MTEF) 2010/ 11 thru 2011/ 12 that a re to 
be used as a basis forthe development 
of new Operating Medium Term 
Expenditure 

21- Sep-09 

CFO 


Checkwith National, Provincial 
Govemmentsand District Municipality for 
any adjustments to projected allocations 
forthe next three years. 

30-Sep-09 

CFO 

IDP/Budget Rep forum meeting 



2009/10 

2 October09 

MAYOR 


KEY DEADUNES FO R BUDG ET PREP A RATI 

ON SCHEDULE 


Item description 

Due Date 

ResponsibI 
e Person 


October2009 




05-0ct-09 



MAYORAL/ STEERING COMMITTEE 
MEETING: - review prog ness and baseline 
operating budget. 

05-0ct-09 

CFO 


Schedule individual meetings with 
Directorate to review baseline budget 
and work prog ness for completion of 
changesand supplemental requests 

IDP/ Bud get Steering committee 

Ana lysis phase completed 

16-Oct-09 

20 Oct 09 

28 Oct 09 

CFO 

MYEKO 

MAHLASEL 

A 


Review current tariffs, receive requested 
changesfrom directoratesand prepare 

0 ptio ns fo r c 0 nsid e ra tio n 

30-0ct-09 

CFO, Acc. 


SUBMISSION OF BASEUNE BUDGETS AND 
SUPPLEM ENTAL REO UESTS FRO M 
DIRECTORATES: Final date forsubmission 
of all Baseline Operating Budgets, 

Capital Budgets and Operational plans 
by Directorates to the budget office. 

30-0ct-09 

Directorat 

es 

STRATEG lES 

November2009 




Draft reporton proposed tariff changes 
forreviewto Budget Steering Committee 
delivered to CFO 

05-NOV-09 

CFO, Acc. 


MAYORAL/ STEERING COMMITTEE 
MEETTNG: - review prog ness and 
proposed tariff report. Budget reviews 
and strategies. 

IDP/ Bud get strategic workshop 

IDP/Budget Rep Forum 

lO-Nov-09 

18,19,20 Nov 
09 

24 Nov 09 

CFO, MM 

MM and 

Myeko 

MAYOR 


Prepare first draft of operating and 
capital medium term budget based on 
baseline operating budgets submitted by 
directorates 

27-NOV-09 

CFO 


Receive audited Financial Statements 
and Audit report from the Auditor- 
General forthe 2008/09 financial year 

30-NOV-09 

Auditor- 

General 

PROJ EC 15 

December2009 




MAYORAL/ STEERING COMMITTEE 
MEETTNG: - review progress, baseline 
budget report AND DFlAFTTARRIFSand 
prepare forproject phase 
COUNCILMEETTING: Table Adjustment 
budget for mid -year 

04- Dec -09 

08 Dec 09 

CFO, 

Budget 

Mgrand 

MM 

MM and 
Speaker 


J anuary 2010 




Sections and directorate meet to discuss 
strategies and objectives 

MAYORAL/ STEERING COMMITTEE 
MEETTNG: - review progress and DFIAFT 
BUDG ET. 

04-14Jan 

2010 

15 Jan 2010 

Managers 

CFO, 


M AYO RAL C 0 M M ITTEE M EETTNG : 

PRESENT M 1 DYEA R P ERFO RM A N C E 
REPORTTO MAYORALCOMMTTTEE: Final 
review of 2009/10 operating and capital 
budget for mid year adjustments to 

22-J a n-2010 

Municipal 

Manager 







mayoral committee forapproval to 
council. 




SUBMISSION OF CAPfTAL BUDGET 

REO UESTS FRO M DIRECIO RATES: Fina 1 
date forsubmission of all Capital Budget 
plans by Directorates to the budget 
office. 

22-Jan-2010 

All 

Managers 



KEY DEA DUNES FOR BUDGETPREPA RATIO 

N SCHEDULE 


Item description 

Due Date 

ResponsibI 
e Person 

AUGNMENTAND 

ADOPTION 

February 2010 




MAYORAL/ STEERING COMMITTEE 

MEETING: - review progress and the DRAFT 
BUDG ET. 

IGR Meeting 

IDP/Budget Rep Forum 

05-Feb-2010 

09-Feb 2010 
23- Feb 
2010 

CFO 

MM 

MAYOR 


March 2010 




MAYORAL/ STEERING COMMITTEE 

MEETTNG: - review progress and DFIAFT 
BUDG ET. 

05-Mar-2010 

CFO 


Final Date for Directorates to present SDBIP 
performance indicatorsand service 
d e live ry ta rg ets fo r 2010/ 11 fo r re vie w . 

12-Mar-2010 

Directorat 

es 


MAYORAL/ STEERING COMMITTEE 

MEETTNG: final draft operating and capital 
budget presented to Mayoral committee 
for review 

19-Mar-2010 

CFO 


COUNCIL MEETING: Council (after 
consideration of the 2008/09 Annual 

Report) to adopt an Oversight Report. 

26-Mar-2010 

Oversig ht 
Committe 

e 


COUNCIL MEETING: Operating and 

Capital draft budget and IDP tabled to 
Council for consultation with the 
community 

26-Mar-2010 

Mayor, 

Finance 

MEC 


Submit to National Treasury, Provincial 
Treasury and the MEG responsible for Local 
Govemmentthe Annual Financial 
Statements, the 2008/09 audit report and 
any corrective action taken in response to 
the findings of the audit report. 

31-Mar-2010 

Administra 

tive 

Director 


Submit draft budgets in required form to 

NT, Provincial Treasury 

07-Apr-2010 

CFO 



KEY DEADUNESFORBUDGETPREPARATION SCHEDULE 

Item description 

Due Date 

ResponsibI 
e Person 


April 2010 



IGR Meeting 

Checkwith National, Provincial 
Govemmentsand District Municipality 
for any adjustments to projected 
a Ho cations for the next three years. 

6- April 2010 
16-Apr-2010 

CFO 

Directorates a re to provide a list of 
Capital Projects to be rolled over for 
inclusion in the 2010/11 Budget to the 
budget office and cash balances 
forward for grant projects. 

Public meetingsand consultation on 

IDP/ Budget 

30-Apr-2010 

19- 30 April 
2010 

Directorat 

es 

Speaker 

and 

Mayor 


May 2010 



MAYORALIMBIZD 

7 May 

2010 

MAYOR 

Final Budgets prepared taking into 
consideration submissions made during 
consultation process 

10-M ay-2010 

CFO 

MEETING OF MAYORAL/ STEERING 
COMMrTTEE: Approval of 

FINAL opera ting and capital budget 
for presentation to the full council 

14-M ay-2010 

CFO 


COUNCIL MEETING: IDP & Bud gets for 
2010/11 thru 2011/12 adopted by 
Council along with the Mayor's budget 
address 

26-M ay-2010 

M a yo r. 

Finance 

MEC 


J une 2010 




The Service Delivery and Budget 
Implementation Plans(SDBIP) along 
with the annual performance 
agreements for the Municipal 
Managerand all managers directly 
responsible to the MM (based on the 
operational plansand IDP) is to be 
issued to the Mayor by the 

11-J un-2010 

Municipal 

Manager 


IDP & Annual Budget reports to 

National, Provincial Treasury and the 
District municipality. 

11-J un-2010 

CFO/ 

MYEKO 


MAYORALTO APPROVE SDBIP AND 
PERFORMANCE AGREEMENTS within 14 
days after receiving them. 

28-J un-2010 

MAYOR 





Polhical Oversight 


Ihe Budget is a political document. Although most of the technical preparation of the 
document is perfonried by staff, the budget is, in accordance with the MFMA, the Mayor's 
document. The Mayorand the Mayoral committee were involved with the budget at 
every step. 

InJ uly 2009 the mayorappointed a 'Budget' Steering committee to assist in the political 
oversight of the budget process. Ihiscommittee met regularly to review each step of the 
budget'sdevelopment. It wasthiscommittee that made the major politic a I decisions 
regarding policies, tariffs and funding issues. 

Budget Development Overview 

The 2010/11 budget process began in J uly 2009 with the development of a Budget 
Schedule. This schedule outlined the key steps, milestones and timetables for the budget 
process. The Mayoral Committee also reviewed and approved the 'Budget Preparation 
and Financial Guidelines' that list the assumptions, goals and roles and responsibilities used 
in preparing the new budget. 

In August 2009 the Mayoral committee approved the budget preparation schedule and 
tabled that schedule to council. 

During the monthsof Septemberthrough November 2009 the baseline budget was 
prepared using the approved guidelines and assumptions. Each directorate was given the 
opportunity to make changes within their ope rating budgets. Directorates were also 
requested to submitcapital requestsand supplemental operating requestson items such 
as personnel and new programs. 

Cone unent with this process various committees were appointed to review and make 
recommendationson the municipalities various budget related policies. 

Atthe end of Novembera firstdraft budgetwasprepared using all available data and in 
eariy Decemberthis report was presented to the Mayoral Committee. 

In March the mid year assessment was prepared and based on that report an adjustments 
budget is submitted today forapproval by council. 

In February 2010 a draft budget was presented to the Mayoral along with a listof 
recommendations for items such as tariff increases and miscellaneous items. Ihisfinal 
budgetwasprepared in confonriance with c ire ular48 from National Treasury and is now 
being tabled to the entire council on March 24, 2010. 

After being tabled to the council, the budget and IDP documents will be submitted to the 
Nationaland ProvincialTreasuriesand made available to the public atall libra riesand in 
city offices a swell as being placed on the municipality'swebsite. 

A fonrial consultation schedule wasdeveloped by the Administrative Services Directorate 
in conjunction with the Speaker. These hearings started on the 28‘'^ April up to the 8‘'^ May. 
These workshopswere held in every ward clusterwithin Engcobo Municipality. These 
consultative meetings will be attended by Mayoral Committee members. Ward Councillors, 
municipal officialsand ward committee members. Both verbal and written submissions a re 
encouraged atthese meetingsand will be recorded and maintained in the Administrative 
Se rvic es Direc to ra te . 

From these public consultations submissions a re to be received and reviewed by the 
Mayor. Along with consultative inputs from the national and provincial treasures, these 
submissions will subsequently be included in the final budget approved by council in May. 


Alignment of Budget with Integrated Development Plan 

Each yearthe IDP must be reviewed asrequired by the Municipal SystemsAct and MFMA. It 
should be reviewed in terms of performance in achieving outcomes and outputs, since the 
current financial position and the future fiscal outlook for the municipality will have a direct 
bearing on delivery. Ihe review should ensure that the plans are still within the financial 



capacity of Engcobo. Thissection should give readersa good understanding of what is 
contained in the IDP and how that guidesthe allocationsin the budget. The intention isnotto 
attach the IDP asan annexure orto repeat everything in the IDP. However, itiscritical that the 
userofthe budget documentation obtainsa good high-ievei overview of the IDP and be 
referred to the detailed IDP documentation. 


Budget Related Policies Overview and Amendments 

The detailed policiesane not included in the budget documentation, however they are available 
on request to councillors and are to be made publicly available when the budget is tabled for 
consultation, tabled forconsideration of approval and finally approved. 

Thissection attempts to give a broad overview of the budget policy fra me work and highlight the 
amended policiesto be approved by council resolution. 

Budget related policies include, butane not limited to: 

• Revenue related policies (tariffs, credit control, revenue collection, indigents, etc) 

• Free basic services including levels, households benefiting and cost 

• Investment of funds, reserves, cash management 

• Supply chain management policy 


Revenue Related Policies 

In November2009 the municipality approved several revised revenue related policies. These 
included a revised creditcontrol and debt collection policy. 

The policies submitted forrevision in with the 2010/11 tabled budget include the following: 

Ciedit Control and Debt Collection Policy 

This policy lays out the framework and the principles by which the municipality deals with those 
citizens that either want to connectto the municipal servicesorfa II into arrearsonthe municipal 
servicesforwhich they are provided service. 

This policy sets out the application process, the billing processand the mechanism to be used 
when performing the debt collection function. 

Free Basic Services 

The free basic services policy iswritten in line with national directivesand recommendationsand 
states that those households registered asindigentand ahsthe infrastructure within the 
municipality will receive SOkw of electricity and lOkI of watereach month free of charge forthe 
provision of basic service. 

Investment of Rinds and cash management 

In accordance with the MFMA,thispastfinancialyearthe council adopted a 'cash and 
investment policy’ setting out various principles and reporting requirements for the municipality’s 
investments. 

During 2009/10a cash management policy municipality wasalso adopted. This policy sets a 
fra me work for the municipality to use when considering the use ofthe resources. This policy also 
sets self imposed limitson both the total amount of debtthatcan be issued by the municipality 
and the amount required each year for annua I debt servicing. 


Supply Chain Management Poiicy 



Ihe MFMA nequined the municipality to adoptand implementa new supplychain policy by 
J anuary l^of 2006. Ihe municipality metthisdeadline. We now have a detailed policy of council 
and a set of proceduresto follow. The Supply Chain unit has been established within the Finance 
Directorate and is ope rating. The policy set limits for the variousmethodsof procurement used 
within the municipality and delegated authority to implement the policy to the Accounting 
Officeras required in the MFMA. 

UnfoiBseen and Unavoidable Expendituie Policy 

The municipality hasdeveloped this policy which isencompassed in the budget policy. 

Adjustment budget Policy 

The municipality hasdeveloped this policy which isencompassed in the budget policy. 

Debt Management Policy 

The municipality hasdeveloped this policy which stipulatesto what extent and what criteria the 
municipality needsto use in orderto enterinto any debt agreement. 

WHte Off Policy 

The municipality hasdeveloped this policy which stipulatesthe criteria to be used to substantiate 
the amount owing as unrecoverable. 


Anangements Policy 

The municipality developed this policy which states what the debtors’ responsibility is in orderto 
maintain the credit rating in the municipality. 

Budget Assumptions 

Budgetsare prepared in an environment of uncertainty. To prepare meaningful budgets, 
assumptions need to be made about internal and externa I factors that could influence the 
budget. Documentation of the assumptions used in preparing the budget assists understanding of 
the information. The section provides a comprehensive summary of a II the assumptions used in 
preparing the budget. 


Geneial inflation outiookand its impact on the municipai activities 


General inflationary pressure is expected to remain in the moderate range asperthe National 
Treasury forecasts. We have used the guidelinesaspercircular48from NationalTreasury forthe 
next three yearswhen preparing this medium tenri budget 


Interest lates for bonowing and investment of fonds 


Investment income iscalculated using a 9%rate forcash invested. The municipality has no 
bomowingsthat attract interest. 


Rates, tarifi^ chaigesand timing of revenue coiiection 



Ihe Engcobo Municipality is still in the pnocessof performing new valuationson property within the 
municipality. Asa result of this, current valuations use property valuessometimesdating back 
many years. Because of the uncertainty of when the new valuation roleswill be completed we 
have conservatively used a zero percent increase in values for property. Ratesare setto increase 
by 8% representing the CPIX. 

A costing study wasconducted in 2005/ 06 to assist the municipality in determining the 'total' 
directand indirectcostof delivering the variousservicesto the community. Asa result ofthis 
study a new costing model wasdeveloped to distribute the indirect or 'administrative' costs 
incurred by the municipality. This new costing model is reflected in the proposed tariffsforthe 
munic ipa lity this yea r. 

The municipality performs the waterand sanitation services underan agency contract with the 
Chris Hani District Municipality. The district must approve all tariff increases relating to the water 
and sanitation function. A recommendation was received from the Chris Hani District municipality 
to increase the waterand sanitation tariff with 6%aswell. Given the history discussed above, no 
increases have been included forthe outeryearsof this budget. 


Growth or dec line in tax base of the municipality 


The municipality has continued to experience challenges in completing the valuation of property 
within the municipality. 

A new valuation roll hasbe presented forapproval we are using a zero growth factor. The 
municipality hasalso to taken into account the valuation roll that was available in April 2009. 
However, the municipality has budgeted fora flat rate that iscumently levied on non rated 
properties. There are certain properties that are exempted and others a re charged at a 
discounted rate called the rebate in orderto comply with the municipal property ratesact. 


Collection rates for each revenue source and customertype 
(for more detail see - levenue by source and vote) 


Collection of billed services continuesto be problematic in many areas of the municipality. These 
lower collection ratescontinue to put upward pressure on service tariffsand will require a 
conscience effort to address in the future. No provision forbad debtsasthe council is not in a 
financial position to finance it, howevershould a situation ariseswhere, according to ourprovision 
forbad debts 

Collection rates for services that are billed to the communityare usually very different than the 
amount actually billed fora particularservice. Thisisthe resultof many different factors including 
consumer attitude, ability to pay and otherissues. TheCHDM appointed a service providerto 
assist the municipality to improve the collection of the various billed services thru a revenue 
management plan that add nesses many different areas of the billing and collection cycle. 

In addition, the creditcontrol and debt collection policy was revised lastyearand a debtor’s 
write off and arrangements policies were also added to the mix. The adoption of these policies is 
only one part of a multi prong approach to add ness this issue. 

Average salaiy increases 

When we include councillonallowances, salariesand related expensesmake up almost half ofthe 
operating budget. This salary related expensesare increased each yeanby bargaining 
agreements controlled bySALGA. 



Sa la riesfor municipal workersane projected to increase steadily over the medium tenri budget 
forecast. For 2010/ 11 salaries a re projected to increase 13%, for 10/ 11 6,2%, and forlO/lla 
projected 4.6% increase. 


Rjnding the Budget 


Fiscal Overview 


Overthe past few years the Engcobo Municipality hasbeen working to refonri its financial position 
and reporting systems to promote sustainability and confonriance to the requirements of the 
MFMA. 

Sustainability can mean many different thing shut a tits core is the idea of financial stability and 
the ability to financially meetthe obligations and commitments that are required to deliverthe 
services within the community. 

Ihe MFMA requires many thingsfrom the municipality in this respect. Some ofthese items include: 
1) Payment of all creditors within 30days; 2) using only realistically expected actual revenuesand 
non-committed cash surplusesto fund the budget; 3) discontinue the use of shortterm bomowing 
(bank overdraft) to fund operating expenses; and 4) ensuring that all required reserve fundsare 
'cash backed’. 

Primarily from a cash point of view, Engcobo hasfaced serious financial difficulties overthe past 
few years. Engcobo isnotalone. Many local municipalities in South Africa are facing the same 
difficulties. Ihe reasonsforthissituation are notsimple and neitherare the solutions. Overthe past 
years the municipality hasbeen required to take on large numbers of employees, a large 
bomowing debtand a large population that simply do nothave the income to paythe ratesand 
tariffs required. 

These conditions have resulted in overall low collection rates for services billed, growing pressure 
on salariesto become a greaterand greaterportion of the operating budget and finally, cash 
strapped bankaccounts. The past few years the municipality hasended each fiscal yearwith a 
large bank overdraft and large creditorbalance. The MFMA will not allow thisto continue. The 
municipality was mandated to eliminate this situation before the end of the 2007/ 08 financial 
year. 

It is to this end the municipality has continued to foe us its attention toward the past few years. 
Prudent budgeting and some hard decision making has allowed this goal to become a reality. 

The municipality will end 2009/10 with enough cash at the end of the financial year to pay all of its 
creditors. This, however, must not be the end. 

The municipality must strengthen its credit control and debt collection efforts. We must evaluate 
every area of operations and ask ourselves if we are doing things in the most efficient and 
effective way. We must make sure thatthose organsof state forwhich we supply agency 
functions pay for those functions in there entirety so that local Rand can be used to payforthe 
local services that we are required to perfomn. 

Probably most important, we must be willing to change. We cannot continue to do thingsthe 
way thatwe always have done them in the past. 

New challenges always bring with them new opportunities. We must find those opportunitiesthat 
present themselves and use them to betterour municipality. 


Funded veisesa Balanced budget 



Ihe implementation ofthe MFMA changesthe prospective ofthe budgetfrom a 'funds’ 
prospective where the emphasis ison balancing fundsgoing out to fundscoming in to a more 
dynamic accounting prospective. 


Ihisnew prospective requiresusto analysis the budgetfrom several viewpoints to ensure thatthe 
budget is indeed balanced in accordance with the MFMA. Ihe MFMA requiresin section 18 that 
the budget be funded using only 'realistically' anticipated revenuesto be collected and cash 
backed accumulated fundsthat are not committed to other purposes. Bomowed fundscan only 
be used to fund capital budget items in accordance with MFMA requirements. 


Although we show revenueson an accrual basiswe mustensure that revenuesused to fund the 
budget are realistically anticipated to be collected. 


To be credible the budget must be consistent with the IDP and be achievable in tenris of service 
delivery and perfonria nee targets. Credible bud gets have realistic revenue and expenditure 
projections and the implementation of it improves the financial viability of the municipality. 


Ihe municipality hasfollowed these principlesand the directions put forth in NTcirculars41, 42 and 
51 concerning both the budget processand funding of a municipal budget. 


We have made full disclosure on all revenues using accrual methods and all cash that is available 
hasbeen shown where it is legally committed to be spent. 


Cash flow forthe 2010/llbudgetyearreflectsthatcash receipts for the yearwill be sufficientto 
place a small surplus into working operating capital. 


Financial Indicators 

Ihe municipality is in the process of developing useful perfonriance indie a tors that will be both 
meaningful and useful fordetecting financial problems and trendsthat need to be investigated. 
Ihese indicatorsare not available atthistime but will be made public once finalized. 

Ropeity Rates 

In light ofthe failure to implement the valuation roll in 2003 the general valuation roll used is 
still the 1999 valuation. Ihe Engcobo Municipality is prepared and there cumently no 
indication of any dispute. The interim valuation wasdone in Octoberto curb the gap 
between the old valuation roll and implemented. 

A new valuation roll has be presented forapproval we are using a zero growth factor. The 
municipality hasalso to taken into account the valuation roll that was available in April 2009. 
Flowever, the municipality has budgeted fora flat rate that iscumently levied on non rated 
properties. There are certain properties that are exempted and others a re charged at a 
discounted rate called the rebate in orderto comply with the municipal property ratesact. 

It iscritical to the municipality thatthe general valuation forthe municipality be completed as 
soon aspossible. The municipality hasappointed service providers to complete the general 
valuation and the draft isaboutto go to inspection by the public. 


Refuse Collection 



Refuse collection tariffsare 'use based' feesthat are based on factors such asthe 
category of the customerand the numberof removals required. 

For2009/10 a 5 . 4 % increase in refuse tariffs a cross the board is scheduled. Ihe reason for 
such increase isasa result of the service not breaking even. 


Savings and efficiencies 

Ihe budget must be fully funded and be able to fund the required reserveswith cash perthe 
MFMA. To meet this goal the municipality will need to continue to find savingsand operating 
efficiencies in municipal operations. Currently the municipality has to place constraints on the 
expenditure accounts in certain areasof operation. Ihe municipality also hasplansto investigate 
the elimination ofcertain areasand ope ratio ns that are notcore functions of the municipality. 

Otherareasof operations being examined include; the implementation of the credit control and 
debt collection policy of the municipality; and addressing a majorissue concerning a 
tremendousamountof extremely old and very difficult to collect debtorson the active billing 
system. Ihe old hard to collect accounts in this billing system need to be purged and 'cleaned' 
to a separate collection system that is then contracted out to the private sec tor for processing. 
Ihis will allow the limited staff to focuson more current debtors; those with a higher likelihood of 
collection 

Giant allocations 

The following Isa listing of giants inciuded within the budget and a brief description of each. 


MUNIC IPAL INFRAS1RUC1URE G RAiyTT 


Ihis fund isallocated to municipalities to supplement municipal capital budgets to eradicate 
backlogsin municipal infrastructure, aswell asthe rehabilitation and renewal of municipal 
infrastructure. Conditions to the grant is to prioritise residential infrastructure forwater, sanitation, 
refuse removal, street lighting, solid waste, connectorand bulk infrastructure, and othermunicipal 
infrastructure like roadsin line with the MIG policy framework. Municipalities must adhere to the 
la hour intensive construction method and must report to DPLG intermsofthe Division of Revenue 
Acton progress. 


MUNIC IPAL SySIEM IMPROVEMEm'PROGRAMME 


Ihisgrant isallocated to assist municipalities in building in-house capacity to perform their 
functionsand stabilise institutional and governance system as required in the Local Government 
Municipal SystemsActof 2000. 

Conditions include that a activity plan must be submitted in the prescribed format with detail 
budgetsand timeframes. Submission of monthly expenditure reports in accordance ofthe Division 
of the Revenue Act. 


LOCAL GOVERNMENTHNANCIALMANAGEMENTG RANT 


Ihisgrant isallocated to promote and support reforms to financial management and the 
implementation ofthe Municipal Finance Management Act. 

Conditions include submission of council resolution striving to achieve multi-year budgets, 
accounting and reporting reforms. The employment of a skilled chief financial officer and 





promotion of internship programme in financial management and ongoing review, revision and 
submission of implementation plans to addressweaknessesin financial management. 


Disclosure on Implementation of MFMA & Other Legislation 


Ihe MFMA (Municipal Finance Management Act) became effective) uly l^^of 2004. Most of the 
requirements of the acttookeffect immediately; however, variousdelayswere given to certain 
sectionsof the act based on the 'capacity' of the municipality as wasdetenriined by National 
Treasury. All local municipalities were classified aseithera high, medium orlow capacity 
municipality with each level given different implementation datesforthe various delayed 
sections. 

Engcobo isclassified asa medium capacity municipality and wasrequired to meetthe 
implementation datesput forth formedium capacity municipalities. 

A MFMA implementation plan wasdeveloped to assist the municipality in implementing the 
required changes by the dead lines given. With only a few exceptions a II sectionsof the MFMA 
were required to be implemented by Engcobo byjuly of 2006. 

Many of the majorc ha nges required bythe act have not been implemented by the municipality. 
Some of these include establishment of a supply chain unit, the establishment of a budget and 
treasury office within the finance directorate, delegations within the organization, establishment of 
a new audit committee and otheradministrative requirements. 

Ihe budgetand how it must be designed, funded and reported on isa very big part of MFMA 
implementation. Requirements include funding the budget only from realistic revenue, surplus 
cash orborrowing (butonlyforcapital projects). The budget mustalso be prepared and tabled 
to council much eaiiierthan waspreviously required (by March 31^) and must be voted on in its 
finalfonri before the end of May. 

Much ofthe implementation ofthe MFMA involvesnew and sometimes complex budgetary and 
financial reporting requirements. Detailed monthly budgetary reports must be delivered to the 
Mayoralong with quarterly perfonriance indicators. Ihe Mayor is required to make quarterly 
reports to the council on all aspectsof the budgets implementation and any problems that need 
to be addressed. A mid year perfonriance report is to be delivered to council along with 
recommendationson needed mid yea radjustments that need to be made. Annual, quarterly 
and monthly reportsare required to be delivered to National Treasury in very specific fonriats. All 
of these reporting requirements a re already being met. 



